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UNCLAS LONDON 11725 

DEPARTMENT PASS TREASURY AND FRB 

E.O. 11652: N/A 
TAGS: EFIN, UK 

SUBJECT: UNITED KINGDOM BALANCE OF PAYMENTS-2ND Q 1974 

BEGIN SUMMARY: IN THE SECOND QUARTER, THE UK RECORDED A 
CURRENT ACCOUNT DEFICIT OF 1,051 MILLION POUNDS (S.A.). 
HOWEVER, THIS DEFICIT WAS MORE THAN OFFSET BY INVESTMENT 
AND OTHER CAPITAL INFLOWS RESULTING IN AN ADDITION TO 
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RESERVES OF 1 1 1 MILLION POUNDS. END SUMMARY 
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1. THE UK CURRENT ACCOUNT (S.A.) IS ESTIMATED TO HAVE BEEN 
IN DEFICIT BY 1,051 MILLION POUNDS IN THE SECOND 
QUARTER. OF THE VISIBLE TRADE DEFICIT OF 1,361 MILLION 
POUNDS, 917 MILLION POUNDS IS ATTRIBUTED TO TRADE IN OIL 
AND 444 MILLION POUNDS TO TRADE IN OTHER GOODS. COMPARED 
TO THE FIRST QUARTER THIS REPRESENTS A REDUCTION OF 121 
MILLION POUNDS IN THE NON-OIL TRADE DEFICIT AND A FURTHER 
DETERIORATION OF 196 MILLION POUNDS IN THE OIL DEFICIT. 
ESTIMATED NET EARNINGS FROM INVISIBLES WERE 310 MILLION 
POUNDS. 

2. THE CURRENT ACCOUNT DEFICIT (N.S.A.) WAS 1,024 MILLION 
POUNDS AND PAYMENTS UNDER THE STERLING AGREEMENT TOTALED 
29 MILLION POUNDS. THIS WAS MORE THAN OFFSET BY IDENTI- 
FIED INFLOWS OF INVESTMENT AND OTHER CAPITAL OF 1,130 
MILLION POUNDS REFLECTING PUBLIC SECTOR BORROWING, IN- 
CREASES IN STERLING HOLDINGS AND NET PRIVATE INVESTMENT IN 
THE UK. BORROWING BY THE UK PUBLIC SECTOR AMOUNTED TO 514 
MILLION POUNDS, OF WHICH 292 MILLION POUNDS WAS BORROWED 

IN OVERSEAS CURRENCIES THROUGH UK BANKS AND 222 MILLION 
POUNDS BORROWED DIRECTLY FROM ABROAD. UK PRIVATE INVEST- 
MENT OVERSEAS SHOWED NO NET MOVEMENT IN THE QUARTER, BUT 
CONSIDERABLE DISINVESTMENT BY BOTH PORTFOLIO HOLDERS AND 
OIL COMPANIES DID TAKE PLACE. OVERSEAS COUNTRIES' EX- 
CHANGE RESERVES HELD IN STERLING INCREASED BY NEARLY 170 
MILLION POUNDS, WITH SUBSTANTIAL DISINVESTMENT IN BRITISH 
GOVERNMENT STOCKS BY SOME COUNTRIES BEING MORE THAN OFF- 
SET BY INCREASES IN OTHER FORMS OF STERLING HOLDINGS. 
ESPECIALLY BY OIL PRODUCERS. 

3. THE DEFICIT ON CURRENT ACCOUNT AND CAPITAL TRANSFERS OF 
1,053 MILLION POUNDS (N.S.A.) WAS MORE THAN OFFSET BY 
IDENTIFIED INVESTMENT AND OTHER CAPITAL FLOWS OF 1,130 
MILLION POUNDS LEAVING A POSITIVE BALANCING ITEM, REPRE- 
SENTING ERRORS AND OMISSIONS OF 34 MILLION POUNDS. THE 
NET CURRENCY INFLOW OF 1 1 1 MILLION POUNDS WAS ADDED TO 
RESERVES. 

4. FOR FIRST HALF 1974, THERE WAS CURRENT ACCOUNT DEFICIT 
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OF 2,036 MILLION POUNDS WITH A TRADE DEFICIT OF 2,647 
MILLION POUNDS AND AN INVISIBLES SURPLUS OF 61 1 MILLION 
POUNDS (ALL SEASONALLY ADJUSTED). ON A NOT SEASONALLY 
ADJUSTED BASIS, THE CURRENT ACCOUNT WAS IN DEFICIT BY 
2,103 MILLION POUNDS WITH CAPITAL TRANSFERS OF 29 MILLION 
POUNDS, INVESTMENT AND OTHER CAPITAL INFLOWS OF 1,751 
MILLION POUNDS AND A POSITIVE BALANCING ITEM OF 453 
MILLION POUNDS. A TOTAL OF 72 MILLION POUNDS WAS ADDED TO 
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RESERVES. 
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